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CHAI RPERSON JAMES: Wth that 1'd |like to proceed to
our first briefing, and | would call, | think, Doug Seay.
Comm ssioners, you know that Doug is on our staff. He has
presented before this Conm ssion before. He is com ng before you
today with a new job title, however. He is the Director of
Policy, and he briefed us on lotteries in Boston and river boat
casi nos in Chicago. And today Doug has prepared a briefing on
pari - nmut uel ganbli ng.

Doug, wel cone.

MR. SEAY: Thank you, Chairman Janes.

CHAI RPERSON JAMES: Thank you.

MR. SEAY: | should start by saying that |I'm opposed
in principle to reading from prepared text, but | didn't have a
chance to wite anything else last night because Dr. More kept
nme out too |ate. So if there are any conplaints, and |I'm sure
there will be, please direct themto him

Now, this briefing today is on pari-nutuel ganbling.
Webster's defines it as "a betting pool in which those who bet on
conpetitors finishing in the first three places share the tota
anount bet mnus a percentage for the nanagenent.” In other
words, the famliar win, place and show. In the U S. this sector
of the ganbling industry conprises horse racing, greyhound
racing, and jai-alai, the latter being a gane of Latin Anerican
origin sort of I|ike handball. O the three horse racing is by
far the | argest segnent of the industry, with nearly $15 billion
wagered in 1996, as opposed to $2.3 billion for greyhound racing,
and $280 mllion for jai-alai. So quite a bit of difference
bet ween these three conponents of the industry.
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As a mature industry, pari-mutuels have not
experienced the rapid growth in recent years as newer forns of
| egal i zed ganbling have. The total anobunt wagered on all forns
of pari-mutuel betting in 1996 was virtually unchanged from the
previ ous year. This was caused, this lack of performance in
i ncreasi ng revenues has | ed a nunber of observers to characterize
the industry as a whole as a dying one. I'"'m not sure that's
accurate because that term masks large differences in fortune
Greyhound raci ng has experienced a fairly steep decline in recent
years, dropping 11 percent in the anpbunt wagered from the year
1995 to 1996. Jai-alai fell by 8 percent in the sanme period over
a single year. This was |ooked upon as good news. | don't know
how the drop of 8 percent is |ooked upon as good news, except for
the proceeding years were so terrible. And when | saw that as
good news | thought well, | finally figured out where the forner
managers of the General Mdtors have ended up.

By contrast, the anpbunt wagered on horse racing rose
by 2.3 percent in the sane year. So you can see very distinct
differences in financial fortunes.

Not to go into too long a history, horse racing
obvi ously goes back thousands of years to the donestication of
t he horse. I imagine racing horses was one of the first uses
they found after they donesticated it, and it's comon to a range
of cultures around the gl obe. From its inception it's been
associated wth aristocratic pursuits. In fact, a lot of
t heori es about structure are based upon, are centered around the
horse and the invention of the stirrup; if you can inagine that,
as having produced a profound political and cultural revol ution.
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So it's had an intimate relationship in western civilization at
least for a long tine. And as a result it has a very broad
soci al acceptance that other fornms of |egalized ganbling don't
share necessarily. One that strikes ne is that of all the states
where it is legal, there are 43 states | believe where horse
racing is legal, but | think tracks are only operating in 41, but
al nrost none of them have a legal mninmm age for attendance.
It's thought to be perfectly appropriate for children to be at
racetracks, whereas to see them in casinos it raises eyebrows,
and for sone people that's an inportant distinction. | think it
just indicates the different level of cultural acceptance. In
addition, horse racing has extensive connection to the agri-
i ndustrial sectors in many, nany states. That al so contributes
to its broader public acceptance.

Gven its very long pedigree, horse racing is heavy
with tradition, especially when conpared with the newer forns of
| egalized ganbling, and until recently it changed little over
time. The core of the industry remains "live racing". That is
the race is actually taking place at racetracks such as Del Mar
across the street, wth betting occurring on sites on those
races. But, as with lotteries, we see an introduction of new
t echnol ogi es has brought about an evolution in this fairly old
industry, and it continues to push it into directions of change
that separate it fromits past. But nost inportant of these was
the initiation of televised, sinultaneous broadcasting otherw se
knows as "sinulcast", which allows people not at the track to
actually bet on the races either at other tracks -- that's known
as "inter-track" betting where you can be at one track and bet on
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a race at another and watch it on the television or at Of-Track
Betting sites where no live racing occurs at all.

The advent of satellite broadcasting and conputers
made possible the creation of national pools of nuch |arger suns
of noney, thereby broadening the interest in the races and
increasing the rewards to the participants. That single change
initiated a rapid growh in the industry, and now sinulcast
accounts for the majority of noney wagered on horse racing. And
even though the tracks thenselves seem to be in the aggregate
operating at a loss, the profits from sinulcasting confortably
exceed those. |"m not sure they're distributed on a per capita
basis, but the industry as a whole is still financially in the
bl ack, even though certain segnents of it are definitely not.

And, as | indicated before, though relatively small
in ternms of other fornms of ganbling, the horse racing industry is
unusual in having a very extensive netwrk of connections
t hroughout the econony, and these are |located primarily in the
agri-industrial sector where it includes such things as horse
breedi ng, veterinarians, owners of stables, so on and so forth
Some people estimate -- these are industry estimates -- that the
total enploynent is 119,000. | think that's probably on the high
side, but that's certainly wthin the ballpark of what 1is
possi ble, and they' re generating, obviously, several billions of
dollars in econom c growth per year.

Just to break out one state, California, which has by
far the largest industry in ternms of enploynent, the cal cul ation
is that there are alnbst 15,000 jobs that are directly related to
horse racing in sone form or another, either be it at the
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racetrack, in the raising of horses, nedical services, so on and
so forth

It is a conbination of a fairly extensive network
t hroughout the econony, as well as significant enploynent figures
that give the industry, in the wrds of one observer, the
significant political capital, making horse racing, despite its
size, very influential in the State Legislature.

Al though it's not a gold mne for state governnents,

horse racing does produce a significant anpunt of taxes. New
York takes in $122 mllion, or at least did in 1996. I n
California $111 mllion. New York, even though it has a smaller

industry per se, has a lot nore simulcasting and Of-track
Betting operations, and therefore it profits fromthose in other
st at es. Down to Vernmont's $32,000. I find that very
i nteresting. I"m not sure that even pays for a single horse
raci ng conm ssioner, anyway. And as a whole the industry
estimates that its total revenue at governnent at all |evels

it's alnmost half a billion dollars in 1996, so it's not
i nsignificant.

In this relatively quiescent industry, however, a
couple of issues have been raised in recent years dealing wth
its financial health. "1l dwell on one of those. ["m sure
there are many others but |I'm fortunate to have two panels of
experts to follow ne to correct the inpression that these are the
only issues here. Perhaps the npbst contentious issue facing
horse racing are proposals to introduce slot machines and other
casi no-type ganes at the racetracks. Proponents have argued that
the expansion of |egalized ganbling has had a very negative
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i npact on racetracks, and especially casino ganbling. And in
order to be able to conpete on a level playing field they need to
be able to introduce casino-style ganes at the racetracks. The
few studies that |1've seen -- there may be others that | haven't
come across -- that | ooked at what happens to racetracks when you
introduce such things as lotteries and casinos, does seem to
indicate that there is in fact a negative relationship. The
correlation is pretty strong, cause and effect is difficult to
figure out, but casinos and lotteries don't seemto, at least in
the short term have nuch of an inpact on one another, but both
seem to have an inpact, a negative inpact, on the racetrack
i ndustry. The assunption, | guess, is that people who used to go
to racetracks are sinply attracted to the faster paced, nore
vari ed types of ganes at the casinos.

In response, sonme racetrack owners and others argue
that the racetracks should be allowed to install slot machines in
order to remain conpetitive and financially viable. The argunent
is that without this inplicit subsidy both of the operations, as
well as taking a portion of the proceeds from the slot machines
and maki ng bigger purses, and thereby attracting crowds to the
racing industry, but the racing industry won't survive. So in
this argunent, by introducing casino-style ganbling at racetracks
is actually an agent of allow ng racetrack racing to continue, at
| east as we've known it.

Critics, however, argue that the real notive in
introducing these proposals is not to save racetracks, but to
turn horse tracks into casinos. The profits from casinos are
considerably larger than those of nobst racetracks, and it's
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assunmed that financial gain is one of the notivations of the
owners. | don't think that's an unlikely notivation. It goes to
a large extent about intent, however. Qpponents say that owners
-- and I'm going to make this a very sinple argunent. |  know
it's much nore conplex than this, but just to lay it out. That
owners really have no interest in pronoting live -- continued
live racing. What they really want are casinos and to use the
racing as w ndow dressing at the cost of doing business of
openi ng a casino. Owers, as | said before, and others in the
racing industry -- it's not just owners -- have said that if
horse racing is to survive in any reasonable formthere needs to
be sone supplenent to its declining fortunes, and casino-style
ganbling, since it's an obvious proven attraction to the public,
is one way of doing that.

One of the criticisns that is nade by critics is that
the reports of the dem se of horse racing are overdone, that in
fact they're still profitable. The real story is that the
profits from horse racing sinply pale in consideration in
conparison to those of casinos. So what you have here is sinply
a desire for higher profits, not for profits. It's very
difficult to make an assessnment based on the |imted anount of
informati on available, but those are the argunments basically as
they're laid out there.

According to one critic: "Racetracks that secure the
right to install (slots, video poker, et cetera) are potential
gold mnes." So this is a controversy that is not sinply for
proponents of the spread of |legalized ganbling versus horse
raci ng peopl e. It divides the horse racing industry itself to
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sonme extent. Those who feel that perhaps there is a possibility
that the horse racing itself may be sidelined while the owners
concentrate on the casino aspects, but that is not a neat divided
i ndustry as well.

It is clear, however, despite the allegations of sone
of the opponents, that racetracks have been hard hit by
conpetition in other forns of ganbling. One study in New Jersey
found that since the introduction of |egalized ganbling in 1978,
the industry has shed several thousand jobs, and in a period of
just five years, from 1991 through 1995, attendance at the
racetracks fell by one-third. So this is not an industry that is
in healthy shape, at least in that state. Recently a very old
racetrack near Atlantic Cty just closed.

Now, a nunber of states either are considering
| egal i zing casino-style ganbling at racetracks, or have already
done so. It's interesting to watch for a student of political
acrobatics, as | think nost of us are, it's interesting watching

sonme of these canpaigns at the Statehouse. As | said before, the

horse racing industry has significant clout in the state
| egislatures for a whole nunber of reasons. But sonme of the
alliances they form are fairly interesting. Loui siana's

Legislature this session, for exanple, there was an alliance
between the horse racing industry and the Anti-Boll Wevil
Coalition trying to share sone of the revenues they thought would
energe, and it came very close to approval but didn't go through,
and it's expected to be taken up next year. As | recall, Tip

O Neil was part of the Anti-Boll Wevil Coalition.
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A simlar proposal in Maryland for those of us in

Washi ngton, D.C., is very much a part of the gubernatorial
canpai gn as Governor d endening has taken an anti-slot machines
at racetracks position and has elevated this to a nuch higher
prom nence in that state than in nbost other states, but it occurs
in other states as well. The evidence from those states that
have actually allowed this to occur is somewhat anbiguous. It is
clear that it has produced profits at the racetracks that do have
t hem It's unclear if that's been healthy for the horse racing
i ndustry or not. I ncreased enploynent is not necessary to the
horse racing industry, but renenber again the argunent is that
the introduction of casino-style ganmes will allow the continuance

of horse racing as it is, not necessarily to its expansion.

However, in the Polk County, lowa Racetrack, which -- that was
the Prairie Meadows Racetrack. I["m sorry. They just installed
slot machines a few years ago. Not only has the racetrack's

overall financial condition inproved, as was expected, but it
seens to have actually led sone of the casino patrons to wager on
horse races. So there is actually sonme evidence that it actually
has had a positive inpact on horse racing.

Let ne address very briefly greyhound racing and then

j ai-al ai. Greyhound racing operates at 49 sites in 15 states.
Florida is by far the | argest proponent of that business. It has
been in a fairly steep decline since the |late 1980's. If you

| ook at a denographic profile of the players, they tend to be
elderly gentlemen, and with not a whole lot of recruiting of
younger players, and therefore, tine alone is going to reduce

that particular pool of clientele. As | said before, the gross
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amounts wagered in 1996 anpunt to $2.3 billion with revenues of
$500 million. So this is still a fairly significant industry
even if it is in decline. And the industry figures claimthat
approxi mately 14,000 people, full and part time, are directly
enpl oyed in greyhound racing operations. Greyhound racing, the
structure of it and the problens that it faces are very simlar
to horse racing except on a nuch snaller scale. That's
significant for a nunber of reasons, one of which is that it has
much less clout in the state's |egislature, as you m ght i magine.
But it's also introduced things |ike sinulcasting, sinulcast
broadcasting, inter-track betting, Of-track Betting, what have
you, and also the same proposals for introducing casino-style
ganbling at the racetracks. But again here the ability to push
this through the state |egislatures has been |acking, and there
just isn't a whole lot of ground swelter. According to one of
the legislators in Kansas where this proposal is being pushed for
the Wchita facility, and | quote here sinply because | think it
sums up a nunber of the reviews of legislators about this
i ndustry which has a reputation that it is dying. It says:

"We, in the governnent, are not in the business of
pi cking wi nners and |l osers...The problemis that the pari-mnutuel
busi ness throughout the country is dying...l don't think it's an
i ndustry that can be saved. I think it's a sinple function of
t he mar ket pl ace. "

Whether that's true or not, that is sinply a position
that many | egislators have. Proponents, however, counter it is
government itself that has caused this problem by hanstringing
the racetracks by legalizing casinos on river boats, on Indian
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reservations, and el sewhere. They have in fact taken away the
ability of the racetracks to conpete fairly, and it's governnent
restrictions that they would like to see renpved, governnent
restrictions on ganbling, casino-style ganbling. They say
they're not |ooking for a handout, but in fact they' re | ooking
for the governnent to sinply get out of the way. So it's
interesting watching both sides' debate arguing for |ess
government interference in this particular industry.

A brief note on jai-alai. Jai-alai is concentrated
in just three states: Fl orida, Connecticut, and Rhode Island.
|"m not exactly sure why it's in Connecticut and Rhode Island,
but |I believe it's connected to heavy Portuguese inmm gration.
think that is the connection, but I'm not exactly sure. But
Florida is by far the dom nant player here. It has two-thirds of
the industry and there is a very nobdest anmount of sinulcast
betti ng here. Jai-alai has been in virtual free-fall since the
|ate 1980's. Gross anmpbunts wagered have dropped from $700
mllion in the late 1980's to $280 nmillion. That's a two-thirds
drop in 1996. As bad as that is, these figures have not been
adjusted for inflation, so in cost in dollars it's nore dramatic
than that. And just |ooking at the revenues from the governnent
-- oh, the anobunt wagered on the gane fell by an average of 12
percent per year from 1990 to 1995. That's why 8 percent |ooks
so good. And the revenues -- this is another indication of how
qui ckly this industry is contracting -- dropped by three-quarters
in the eight years from 1988 to 1996. Again, the figure is

unadj usted for inflation.
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In conclusion, let nme just say although the pari-
mutuel industry is often depicted as a "dying industry"”,
significant portions of it are in fact in relatively good
financial condition, primarily in the horse racing industry.
Wiile it is true that a nmature industry of this type may not
experience the rapid gromh revenues as newer forns of |egalized
ganbl i ng, many tracks are confortably in t he bl ack.
Nevert hel ess, sone sectors, principally the greyhound racing
i ndustry and jai-alai, have been contracting for sonme tine. And
there are a nunber of horse tracks that have either closed or
have experienced a succession of |ean years. I ncreased
conpetition fromother fornms of ganbling is generally pointed to
as the culprit, but other Ilikely factors include such
i nponder abl es as changes over tinme in consumer preferences and
cul tural standards.
And 1'Il end ny presentation there. | apol ogi ze

again for reading from the text, but hopefully I won't do that

agai n.

CHAI RPERSON JANMES: No apology is necessary, and
t hank you. W have about five or ten mnutes iif any
Commi ssioners would Iike anything for clarification or any

addi ti onal background information from Doug before we go into our
panel .

Doug, again | want to thank you for that kind of
preparation. It puts all of what we do for the rest of the day
at their panels in the proper context, and the Comm ssioners and

| are indeed very grateful for that. Thank you.
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